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9/5/85
STATEMENT OF DAVID H, CHARTERS
ASSISTANT POSTMASTER GENERAL, EMPLOYEE RELATIONS DEPARTMENT,
ON S, 1527
BEFORE THE SENATE COMMITTEE ON GOVERNMENTAL AFFAIRS
SEPTEMBER 9, 1385

GooD MORNING, My NAME IS DAVID CHARTERS, ASSISTANT POSTMASTER
GENERAL, EMPLOYEE RELATIONS DEPARTMENT, AND I AM HERE REPRESENTING
PosTMASTER GENERAL PAauL N. CARLIN., I AM ACCOMPANIED BY THOMAS S.
McCALL, GENERAL MANAGER OF OUR COMPENSATION SERVICES DIVISION,

WE APPRECIATE THE OPPORTUNITY TO TESTIFY AND WOULD LIKE TO BEGIN

WITH WHAT WE CONSIDER THE FOUR MAJOR INGREDIENTS FOR A GOOD

RETIREMENT PROGRAM FOR POSTAL EMPLOYEES, THE PROGRAM MUST:

(1) BE FAIR AND ACTUARIALLY SOUND,

(2) BE REASONABLY ECONOMICAL AND FAIR TO THE POSTAL RATE PAYERS
WHO HELP FINANCE IT,

(3) HELP TO ATTRACT AND RETAIN THE HIGH QUALITY EMPLOYEES WE NEED
TO SERVE THE PUBLIC,

(4) GENERATE SUFFICIENT PREDICTABLE INCOME FOR RETIREES TO ENJOY
A REASONABLE STANDARD OF LIVING.,

THE PROPOSED BILL, WE BELIEVE, SUBSTANTIALLY CONTAINS THE ABOVE
INGREDIENTS.

WE HAVE ESTIMATED THAT THE BILL WILL COST THE POSTAL SERVICE

ALMOST 3.2 PERCENT MORE THAN THE FEDERAL EMPLOYEES RETIREMENT
CONTRIBUTION TEMPORARY ADJUSTMENT ACT oF 1983, FOR THE FIRST YEAR
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FOLLOWING IMPLEMENTATION, THIS WILL BE APPROXIMATELY $114 MILLION,
WE FULLY UNDERSTAND THE REASON FOR THE ADDITIONAL EXPENSE, SINCE
THIS IS A PERMANENT SOLUTION REPLACING A TEMPORARY MEASURE, BUT WE
FEEL IT NECESSARY TO HIGHLIGHT THE FINANCIAL IMPACT THIS WILL HAVE
ON OUR COSTS.,

OUR OVERALL REACTION TO THE BILL IS THAT IT IS A SOUND, WELL-~
CONSTRUCTED PLAN, WHICH SHOULD BE ATTRACTIVE TO NEW EMPLOYEES.,
WHILE THE BILL OFFERS THE GREATEST BENEFITS TO THE LONG CAREER
EMPLOYEES, fT WILL ALSO PROVIDE RETIREMENT ALTERNATIVES FOR
EMPLOYEES SEEKING MORE FLEXIBILITY, IT PROVIDES PORTABILITY
THROUGH SOCIAL SECURITY AND THE OPPORTUNITY FOR A DEPARTING
EMPLOYEE TO WITHDRAW HIS THRIFT ACCOUNT PRIOR TO RETIREMENT AND
ROLL IT OVER INTO AN IRA, THUS NEVER LOSING THE VALUE OF THAT PART
OF THE PLAN,

WE BELIEVE THAT ANY RETIREMENT PROGRAM SHOULD HAVE A DEFINED
BENEFIT TO ALLOW EMPLOYEES TO PROJECT, IN ADVANCE OF RETIREMENT,
THE LEVEL OF RETIREMENT INCOME THEY CAN EXPECT, THEREBY PROVIDING
THE OPPORTUNITY FOR THE EMPLOYEE TO DECIDE IF HE NEEDS OR WANTS A
LARGER RETURN THAN THAT PROVIDED. THE BASIC PLAN PROVIDES THIS
NEEDED DEFINED BENEFIT.

THE REPLACEMENT RATE OF AN ANNUITY SHOULD IDEALLY BE AN AMOUNT
SUFFICIENT TO MAINTAIN THE RETIREE’'S STANDARD OF LIVING,
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THE REPLACEMENT RATE VARIES DEPENDING ON THE EMPLOYEE'S LEVEL OF
INCOME, NORMALLY, IT WILL BE IN THE RANGE OF 65 TO 75 PERCENT,
WITH THE HIGHER RATE APPLICABLE TO LOWER INCOMES., THE CURRENT
CIvIL SERVICE RETIREMENT SYSTEM DOES NOT PROVIDE THIS LEVEL OF
REPLACEMENT UNTIL AN EMPLOYEE HAS 35 OR MORE YEARS OF SERVICE,
THE PROPOSED BILL PROVIDES THE OPPORTUNITY FOR AN EMPLOYEE TO
ACHIEVE OR EVEN EXCEED THE DESIRED REPLACEMENT RATE THROUGH
PARTICIPATION IN A THRIFT SAVINGS PLAN,

WE BELIEVE THAT AN EMPLOYEE HAS AN OBLIGATION, INDEED A
RESPONSIBILITY, TO BECOME INVOLVED IN PREPARATION FOR EVENTUAL
RETIREMENT. WE UNDERSTAND THAT THE OFFICE OF PERSONNEL MANAGE-
MENT IS NOW CONSIDERING VARIOUS ALTERNATIVE APPROACHES TO THE
THRIFT PLAN PROVISION OF THE BILL, IN VIEW OF THE ADMINISTRA-
TION’S RECENT RECOMMENDATION FOR THE REPEAL OF SEC, 401(K) oN
WHICH IT IS BASED. WE ARE, NEVERTHELESS, COMMITTED TO THE
THRIFT PLAN OBJECTIVE AND BELIEVE SOME SUCH PLAN WOULD BE AN
ESSENTIAL FEATURE OF THE RETIREMENT PACKAGE.

WE BELIEVE THE LONG-TERM DISABILITY BENEFIT PROVIDED TO EMPLOYEES
WHO ARE UNABLE, DUE TO SICKNESS OR INJURY, TO PERFORM THE DUTIES
OF THEIR JOB IS AN EXCELLENT BENEFIT THAT IS NOT CURRENTLY

AVAILABLE, WHILE INJURY COMPENSATION PROVIDES FOR THOSE INJURED
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ON THE JOB, THERE IS CURRENTLY NO CORRESPONDING PROTECTION FOR
THOSE WHOSE ILLNESS OR INJURY IS NOT JOB-RELATED. THIS PROTECTION
WILL BE PARTICULARLY BENEFICIAL TO THE SHORT SERVICE EMPLOYEE WHO
HAS AN EXTENDED ILLNESS AND CURRENTLY RECEIVES NO INCOME AFTER
EXPENDING HIS ACCRUED SICK LEAVE,

THE PROVISION TO PROVIDE BASIC LIFE INSURANCE, AT NO COST TO
EMPLOYEES, IS ONE WE SUPPORT. AS YOU KNOW, THE POSTAL SERVICE HAS
PROVIDED BASIC LIFE INSURANCE TO ALL CAREER EMPLOYEES, WITHOUT
CHARGE, SINCE JuLy 1974,

WE FIND THE TRANSITION PROVISIONS SOMEWHAT UNCLEAR WITH REGARD TO
PARTICIPANTS IN THE CURRENT CIVIL SERVICE SYSTEM WHO MAY ELECT TO
PARTICIPATE IN THE NEW CIVIL SERVICE PENSION SYSTEM., WHILE WE
HAVE NO RECOMMENDATIONS AS TO ENTITLEMENT, SHOULD AN EMPLOYEE
CHANGE SYSTEMS, WE STRONGLY URGE THAT ALL ENTITLEMENTS BE VERY
CLEARLY AND SPECIFICALLY SPELLED OUT. THE DECISION WHETHER TO
CHANGE SYSTEMS WILL BE A COMPLICATED AND DIFFICULT ONE FOR MOST
EMPLOYEES, AND THEY WILL NEED COMPLETE DETAILS IN ORDER TO MAKE AN
INTELLIGENT DECISION,

WE ARE ALSO CONCERNED THAT THE BILL DOES NOT MAKE PROVISIONS FOR
SOME ADJUSTMENTS TO THE UNFUNDED LIABILITY PAYMEKNTS, WHICH THE
POSTAL SERVICE MUST MAKE UNDER PRESENT LAW, TO TAKE INTO ACCOUNT
THE TRANSFER OUT OF THE CIVIL SERVICE RETIREMENT SYSTEM OF
EMPLOYEES HIRED SINCE 1983 AND THE TRANSFER OF THOSE OTHERS WHO
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OPT-IN TO THE NEW SYSTEM, WE ASSUME THAT THE BILL CONTEMPLATES
THAT THE POSTAL SERVICE AND OTHER AGENCIES WOULD BE GIVEN CREDIT
IN DETERMINING THEIR LIABILITY UNDER THE NEW SYSTEM FOR THE
EMPLOYER CONTRIBUTIONS WHICH THEY HAVE BEEN MAKING FOR EMPLOYEES
HIRED SINCE 1983 WHOSE RETIREMENT ELIGIBILITY WOULD MOVE FROM
THE CURRENT TO THE NEW SYSTEM, EACH OF THESE MATTERS INVOLVES
SUBSTANTIAL SUMS OF MONEY AND NEEDS CAREFUL STUDY,

WE ARE IN AGREEMENT WITH THE CONCEPT THAT THE BASIC PLAN BE
ACTUARIALLY SOUND., WE DO, HOWEVER, HAVE ONE MAJOR CONCERN WITH
THE BILL IN THE AREA OF FUNDING, THE BILL, AS PROPOSED, WILL
PERMIT OPM TO MAKE A UNILATERAL DETERMINATION, WITHOUT NOTICE, OF
WHAT WILL BECOME A MAJOR ELEMENT OF COST TO THE POSTAL SERVICE AND
A PRINCIPAL COMPONENT OF POSTAGE RATES., WHILE OTHER AGENCIES WILL
PAY THESE COSTS FROM APPROPRIATIONS, THE POSTAL SERVICE MUST LOOK
TO POSTAGE REVENUES FOR THE NECESSARY FUNDING, THE POSTAL SERVICE
DOES NOT HAVE THE AUTHORITY TO INCREASE POSTAGE RATES EITHER
UNILATERALLY OR IMMEDIATELY, OUR ABILITY TO PLAN TO MEET OUR
OBLIGATIONS AND OUR CONFIDENCE IN WHATEVER BILLINGS WE RECEIVE ARE
DEPENDENT ON RECEIVING SUFFICIENT ADVANCE NOTICE OF PROPOSED
CHARGES AND THE OPPORTUNITY FOR OUTSIDE IMPARTIAL REVIEW OF
UNDERLYING ASSUMPTIONS AND DATA, THESE ITEMS ARE VITAL IF WE ARE
TO FULFILL OUR OBLIGATIONS IN THE AREAS OF POSTAL RATES AND FISCAL
RESPONSIBILITY, AS REQUIRED BY LAW,

IN ADDITION TO THE COST ASPECTS OF THE PLAN, THERE ARE CERTAIN
BENEFIT ISSUES THAT CONCERN US., THE LACK OF ANY SURVIVOR ANNUITY
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FROM THE BASIC FUND FOR DEPENDENT CHILDREN OF A DECEASED EMPLOYEE
IS ONE OF OUR CONCERNS. WHILE WE ARE AWARE THAT SOCIAL SECURITY
WILL PROVIDE SOME INCOME IN THIS SITUATION, WE BELIEVE THAT SOME
ANNUITY, EVEN A SMALL ONE, SHOULD BE PROVIDED FROM THE FUND, THE
ANNUITY COULD BE CALCULATED ON THE AGE OF THE CHILD AT THE
PARENT’'S DEATH AND THE NUMBER OF YEARS IT WOULD BE PAID,

ANOTHER AREA OF CONCERN WE HAVE IS THE ABSENCE OF AN IMMEDIATE
SURVIVOR ANNUITY IN THOSE INSTANCES WHERE THE EMPLOYEE WAS NOT YET
ELIGIBLE TO RETIRE AT THE TIME OF DEATH., THE EFFECT OF THIS LACK
OF IMMEDIATE ANNUITY MIGHT BE MINIMAL IN THE CASE OF A WORKING
SPOUSE BUT IS POTENTIALLY DEVASTATING IN THE CASE OF A NONWORKING
SPOUSE LEFT WITH DEPENDENT CHILDREN. IN THESE CASES, THERE WOULD
BE NO SURVIVOR ANNUITY AND NO DEPENDENT CHILD ANNUITY FOR WHAT
COULD CONCEIVABLY BE A LONG PERIOD OF TIME IN THE CASE OF AN
EMPLOYEE WHO DIES RELATIVELY YOUNG, WE RECOMMEND THAT A SURVIVOR
ANNUITY BEGIN ON THE FIRST DAY OF THE FIRST FULL MONTH AFTER THE
EMPLOYEE'S DEATH AND THAT THE AMOUNT BE ACTUARIALLY DETERMINED
BASED ON THE SURVIVING SPOUSE’S AGE,

THE BILL DOES NOT CONTAIN ANY REQUIREMENT FOR MANDATORY RETIREMENT
FOR LAW ENFORCEMENT OFFICERS, AS 1S PROVIDED UNDER THE CURRENT
RETIREMENT SYSTEM, THE INCREASED YEARS OF SERVICE REQUIRED FOR AN
IMMEDIATE ANNUITY FOR A LAW ENFORCEMENT OFFICER WILL RESULT IN AN
OLDER WORKFORCE IN THE POSTAL INSPECTION SERVICE, AN OCCURRENCE WE
DO NOT BELIEVE SUITABLE FOR VIGOROUS LAW ENFCRCEMENT, THIS 5-YEAR
EXTENSION IN ELIGIBILITY MAKES IT ALL THE MORE IMPERATIVE THAT
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THIS BILL CONTAIN A PROVISION SIMILAR TO THE CURRENT RETIREMENT
SYSTEM TO PROVIDE FOR MANDATORY RETIREMENT AT AGE 55 FOR LAW
ENFORCEMENT OFFICERS,

IN CONCLUSION, WITH THE EXCEPTION OF THE CONCERNS EXPRESSED, WE
BELIEVE THE BILL WILL PROVIDE A RETIREMENT SYSTEM FOR OUR
EMPLOYEES WHICH FULFILLS THE MAJOR INGREDIENTS WE BELIEVE MAKE A
GOOD RETIREMENT PROGRAM,

I WOULD BE HAPPY TO ANSWER ANY QUESTIONS,
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